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SUMMARY FOR 1950 REAL ESTATE OUTLOOK 


Strong during early part of year. Probably will turn down once 
more during closing months of 1950. 


Most scarcity premium will be gone by year’s end, Expect slow 
decline. 


Good possibility they will die. If retained, they will be modified. 


; 


ictivity - At present level or higher for at least first six 
months, Any steady decline isanticipatedfor lat- 
ter part of year 


Slow increases, But the end of 1959 will e foreclosures still ata 
very low ebb. 


Competition and government action will keep them low 
despite increasing risks. 


More increases, of course. 


Percentage leases will favor tenant for probably the next several years, 
Fixed amount leases will favor owners, 


e - Down about 5% to 10%. Probably in the neighborhood of 
900.000 to 950,000 nonfarm residential units for 1950. 


Generally speaking, sell. Particularly if interested in capital 
gain. 


If you’re waiting for a big drop in construction costs - soon - you’ il 
probably be disappointed. If family wants a home and can afford to 
pay for it, buy it. 


As last year - reduce overhead and avoid overpriced listings. 


Start cleaning up deferred maintenance. Check possibility of 
remodeling older buildings, at an increase in rental. Seek 
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new business among new property owners. Thereare lots of 
them. 


Will have good first half year but will find greater temptation 

both towardoveroptimism andultraconservatism, Try to steer 

a middle-of-the-road course, but when in doubt be conserva- 

tive. Government loans are growing less sound with each ses- 
ion of Congress, but they are guaranteed, 


Watch local building trends very closely. Also pay 
strict attention to new legislation on housing. New 
construction in some areas will slump badly. 


The preliminary estimates for 1949 residential 

RESIDENTIAI construction volume place last year’s total starts 

CONSTRUCTION at 1,019,000. As most of us know, this is a record 

number, Last year’s starts were 88,000 (or 9.5%) 

ibove the 1948 total, and 82,000 (or 8.8%) above the previous record set in 1925. 

pointed out in the 1950 Forecast Issue of the Real Estate Analyst, this in- 

onstruction volume is all the more interesting in the face of decreasing 

ind increasing inventories of the major building materials, lumber and 

dications are that during 1949 production of these building materials ran 

w the 1948 level, but their inventories increased by substantial margins. 

During the first nine months of 1949 the average number of workers employed in 

building nonfarm residential units averaged 11.2% less than the average number so 

employed during the first nine months of 1948, The average number of hours worked 

each week during 1949 by workers employed on building construction was also less 
than the time worked during 1948 by 1.2%. 


rhe outlook for residential construction in 1950 is excellent. We believe that 
nonfarm residential units started this year will number somewhere between 900,000 
and 950,000. On the opposite page is a chart giving a rather interesting analysis 
of nonfarm residential construction, This chart is not so complicated as it looks. 
The bars represent the number of nonfarm dwelling units started during each year 
from 1920 through 1949. The blue portion of each bar shows the number of single- 
family dwelling tarted, and the red portion shows the number of rental units 
re family buildings) started, The dashed red line represents the per- 
f all dwelling units that were built for rent. For example, in 1927, 44% 
iwelling unit tarted were rental units, while in 1948, slightly less than 18% 

ing unit tarted were rental units, 


olid lines running through the bars show the rate of construction for 

in nily units (blue line) and rental units (red solid line), By rate of construc- 
tion we mean the number of units built per 1000 nonfarm families. Although the total 
number of units is important, we believe that a more effective gauge of residential 
construction is the number of units built in comparison with the number of nonfarm 
families, This comparison is made in this chart. In 1925, there were 572,000 single- 
family dwelling units started. This was ata rate of 28.4 units per 1000 nonfarm 
familie yr, in other words, for every 10,000 nonfarm families in 1925, there were 
284 single-family residences started, Still another way of expressing this rela- 
p is to say that 2,84, of all nonfarm families had new single-family dwell- 
tarted for them in 1925. 
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By 1933, the rate of construction of single-family units had dropped to 3.2 per 
1000 families. In 1925 it was 28.4, and in 1933 it was 3.2. Its 1949 level is esti- 
mated to be 21.9, or still some 23% below the record rate of 1925. 


The construction rate of rental units suffered an even more disastrous shrink- 
age and has recovered even less, In 1923, the rate of construction of rental units 
was 18,84 per 1000 nonfarm families. In 1932 it was .65, Since then it has re- 


covered to its estimated level of 8.2 for 1949 and is, therefore, still 56% below 
the rate of its record year, 


We are all familiar with the tremendous shrinkage that can take place in resi- 
dential construction, In 1925 there were 937,000 units started, Eight years later, 
in 1933, there were 93,000 units started, or only 10% of the peak figure. The con- 
struction of rental units is, however, subject to even greater shrinkage. In 1925, 
the greatest number of rental units was started - 365,000. By 1932 the figure had 
dropped to only 16,000, or less than 5% of the total reached in 1925. 


During the six-year period from 1923 to 1928 over 40% of all nonfarm dwelling 
units started were rental units. From 1923 through 1928, 2,113,000 rental units were 
put under way, an average of 352,000 per year. The estimated amount for 1949, by 
far the best year since the twenties, is 269,000. 


One very important factor in the comparatively small amount of rental con- 
struction during the current boom is the ease of financing single-family residences, 
It is much easier today than during the pre~FHA period; consequently, more single- 
family homes are being erected, Evidently there is no way for the government 
to have its cake and eat it, too. On one hand it calls for more and more rental units, 
and on the other it fosters easier and easier credit for the home buyer, The gov- 
ernment should decide which it wants, more rental units or more single-family 
residences; apparently it cannot have both. 


It should also be pointed out that the record-breaking construction of rental units 
that occurred during the twenties took place in a free rental market. In that period, 
the heavy-hand government control did not lie over huge segments of our rental 
housing. In that period the incentive was to build or buy rental housing as an in- 
vestment. Today, under 608 and with the rental market in complete imbalance, we 
are very much afraid that the tendency is to build, milk the property for as long 
as possible, and at the appropriate time let the government take it. 


We believe that during the present boom very little chance exists for the num- 
ber of privately financed new rental units to reach the totals achieved in the 1923- 
1928 period. All indications are that financing single-family residences is to re- 
main easy, and perhaps grow even more so. The Maybank and Spence bills (re- 
ferred to hereafter as the Cooperative Housing Bill) are before Congress now. 
They will no doubt face a stiff fight and if passed will be drastically changed, This 
legislation with its thinly veiled attempt to avoid the appearance of direct govern- 
ment loans is a very bad and very complicated proposal, It is fundamentally an 
extension of Section 505 of Title V of the 1949 housing act. This section (505) au- 
thorizes the Farmers Home Administration to make direct loans to farm owners, 
These loans are made to build farm homes for the owner, his tenant, or his work- 
ers. They may run for 33 years at no more than 4% interest. They are only made 


to applicants who are so impecunious and such poor credit risks that they are un- 
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LDING COSTS OF A STANDARD SIX ROOM 
FRAME RESIDENCE BUILT IN ST. LOUIS 
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able to obtain the necessary funds from a source other than the government. Need- 
less to say, there is also a provision whereby interest payments and mortgage 
payments may be suspended, Further, a government officia! told us that he ex- 
pected a good many of these loans would be written off, at a partial or total loss. 


The Cooperative Housing Bill has many similarities to this measure (Section 505). 
It is designed for borrowers who cannot get financia! backing under normal bankin~ 
procedure. The loans are at very low rates, possibly as low as 3-1/2%. They may 
be 100% loans and apparently no upper limits have been set on the amount of money 
that may be borrowed, nor is there any clear-cut definition as to what constitutes 
the “middle income ” group, While we are opposed to the principle of public hous- 
ing, we can see some limited need for it, where it is provided on a charity basis. 
Although the FHA’s recent appraisal and insuring practices have been unwise, we 
believe the theory upon which this agency is founded is fundamentally sound, How- 
ever, insofar as the Cooperative Housing Bil! is concerned, we think that it has ab- 
solutely nothing to recommend it. 


The FHA has been serving the middle income group for over 15 years, and 
during the majority of that time it followed sound policies. In our opinion, it is 
more than adequate in providing the way for the middle income group to obtain 
housing. Our principal criticism has been directed against its program of wide open 
credit in times of high prosperity and peak costs, Now comes the Cooperative Hous- 
ing Bill, apparentiy designed as a catch-all for loans that fail to meet the super- 
simple requirements of the FHA or are of such doubtful character that they have 
never been able to reach the processing stage. Naturally, no lender, other thana 
government agency, would be so prodigal as to advance funds under such a program. 














